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THEORY AND PRACTICE
Current Studies and Concepts
MARGARET L. BAILEY, CPA, Special Editor
Wheat Ridge, Colorado

STUDY ON ESTABLISHMENT
OF ACCOUNTING PRINCIPLES
What are accounting principles? Who estab
lishes them? Should there be a change in the
procedure by which accounting principles come
into being? These are questions which have
been given a great deal of thought in the last
year by a special study group set up by the
American Institute of Certified Public Accoun
tants (AICPA). That group has now reached
its conclusions and made its recommendations
to the AICPA Board of Directors. Because the
subject is of vital concern to all those in the
accounting profession, the AICPA distributed
a summary of those conclusions and recommen
dations immediately to its members.
The seven-man study group consisted of
two CPAs in public practice, one CPA in pri
vate industry, an investment banker, an edu
cator, an attorney who is a former commis
sioner of the SEC, and an executive of General
Motors. Many readers who serve the multitude
of small businesses may note with some annoy
ance that the viewpoint of the small or me
dium-sized company had no representation on
this particular study group.
The report of the study group includes an
observation that during the past fifteen or
twenty years accounting “principles” have been
issued by the Accounting Principles Board
(APB) of the AICPA and its predecessor, the
Committee on Accounting Procedure. Because
many of the opinions expressed by these bodies
had little to do with “principles” as normally
understood, it is now recommended that the
term “financial accounting standards” be used
instead of “accounting principles.”
The question of whether such standards
should be formulated by a governmental au
thority or by a private board was considered.
The advantages and disadvantages of both ar
rangements led the study group to conclude
that the task should continue to be the respon
sibility of the private sector with appropriate
review by the SEC.
The present APB is composed of 18 members
—all of whom are members of the AICPA—who
serve without compensation and who continue
their regular duties with the company with
which they are affiliated. While this arrange

ment tends to add strength to the pronounce
ments of the APB, it does create other prob
lems. The present Board serves only on a parttime basis, of course, and simply cannot devote
sufficient time to the task to achieve the de
sired results in a short period of time. Nor can
its members entirely divorce themselves from
their own client and company pressures. Like
wise, the viewpoint of non-accountants is not
given the weight that sometimes may be nec
essary in a particular situation.
Proposed Changes
The study group has proposed four major
changes from present arrangements:
1) In order to better meet the present
needs, the study group has proposed to set up
an entirely new organization which is com
pletely separate from all other professional bod
ies and which would be called the “Financial
Accounting Foundation.” It would have a gov
erning body of nine trustees—the President of
the AICPA and eight other members appointed
by the AICPA Board of Directors. Those eight
trustees would consist of four CPAs in public
practice, two financial executives, one financial
analyst, and one educator. The trustees would
have two principal duties—to appoint the mem
bers of the “Financial Accounting Standards
Board” and to raise the money for its opera
tions.
2) After a transitional period, the members
of the Financial Accounting Standards Board
would issue the “standards” which accountants
observe. All persons on this Board would be
on a full-time salary basis appointed for a fiveyear term by the trustees. There would be seven
such members, one of which would be desig
nated by the trustees to serve as its Chairman.
A second five-year term would be possible, but
during their terms of office they could have
no other business affiliation. Four of these
Board members would be CPAs from public
practice, the other three having extensive ex
perience in financial reporting but not neces
sarily holding CPA certificates.
The affirmative vote of five out of the seven
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members would be required before a standard
could be issued. Interpretations of those stan
dards would also be issued. The new Board
would normally carry out its functions in
public.
3) The third proposal is that the Trustees
of the Foundation also establish a twenty mem
ber Advisory Council to work in an advisory
capacity with the Standards Board. The Ad
visory Council would also be appointed by the
Trustees to serve one-year terms, which could
be renewed indefinitely, and would serve with
out remuneration. This Advisory Council would
be drawn from many occupations. Its function
would be to consult with the Standards Board
as to priorities, help set up task forces for
detailed investigations when required, react to
the Board’s proposed standards, and assist in
other ways when called upon.
4) The final recommendation of the study
group was that research projects be carefully
defined and controlled to make sure they are
relevant to the Board’s needs and are carried
out efficiently. Such projects should be worked
on a full-time basis.
The estimated cost of the study group’s pro
posals was between two and a half and three
million dollars per year. Among the advantages
which are hoped to be obtained over the pres
ent structure are:
1. An Accounting Standards Board which
would be free of private interests that
might conflict with the public interest,
2.
A Board which would devote undivided

3.

4.
5.

6.

attention to its tasks and deal more effi
ciently with its problems,
A Board structured from more partici
pating groups which would provide a
broader support for its pronouncements,
Greater financial support for its work,
A Board with strong support from the
public accounting profession—which was
considered to be essential to the effective
enforcement of its Standards, and
A Board better able to supervise re
search that must sometimes precede the
work of the Board.

Conclusions
The proposals of the study group deserve
your thoughtful consideration. The expressed
goal of this dedicated group of persons is to
improve reporting methods and increase pub
lic confidence in the financial information
which is provided to stockholders and other
users of financial information. We can make
our contribution toward this goal by making
a sincere effort to understand the pronounce
ments which may be forthcoming and by en
deavoring to apply the “standards” (or “prin
ciples”) to those statements which we prepare
regardless of how small a company or how
few may be the people affected.
For, in this editor’s opinion, it will only be
through countless day-to-day applications by
small companies that accounting “standards”
will eventually be achieved—and the public
confidence be earned.

Editor's Note:

Subsequent to the time this article first went to the printer, the Council of the AICPA has
voted to adopt the recommendations of the special study group. The present APB will be
replaced by a seven-person body to be entitled the Financial Accounting Standards Board.
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